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W TNESS REGQ STER
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ACTI ON NARRATI VE

CHAIR M KE HAWKER cal | ed the House Special Conmttee on Ways and
Means neeting to order at 7:33:48 AM Present at the call to
order were Representatives Hawker, Roses, Fairclough, Seaton,
G uenberg, and W] son. Representative Cissna arrived as the
nmeeti ng was in progress.

7: 34: 59 AM

HIR 1- CONST. AM  GAS REVENUE ENDOWENT FUND

[ Contains sone discussion of HOUSE JONT RESOLUTION NO 5,
Proposi ng anendnents to the Constitution of the State of Al aska
l[imting appropriations from certain mneral revenue, relating
to the bal anced budget account, and relating to an appropriation
limt.]

CHAI R HAWKER announced that the only order of business would be
HOUSE JO NT RESOLUTION NO. 1, Proposing anendnents to the
Constitution of the State of Al aska creating and relating to the
gas revenue endowrent fund, relating to deposits to the fund,
limting appropriations from the fund based on an averaged
percent of the fund market value, relating to deposits to the
permanent fund, and relating to deposits to the budget reserve
f und.

CHAI R HAWKER, sponsor of HIJR 1 suggested that a constitutional
approach nmay be nost appropriate for |ong-term budget planning
and fiscal policy. This resolution proposes that the state
pl ace 100 percent of its revenues from gas production into an
account very like the permanent fund, called the Gas Revenue
Endowrent Fund (" CGREF"). The fund's earnings would be managed
using a percent of market value (POW) nmanagenent approach and
could be used for any public purpose, except for paynent of
i ndi vi dual divi dends. This fund is intended to support the
state and to capture the benefits of severing the state's gas
resour ces. He introduced a spreadsheet based on the Departnent
of Revenue's Fall 2003 Revenue Source Book. This chart shows
the possible revenues available for the GREF. He noted that
this docunent was prepared without reference to a potential gas
pi pel i ne and expl ai ned that although the actual nunbers woul d be
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different if the chart was prepared today, the nechanism and
predictions are still relevant. The <chart estinmates the
aggregate proceeds from gas production from 2007 to 2033 based
on Chicago gas prices of $4, $5, and $6 per mBtu [British
thermal unit]. He expl ained by the year 2030, the annual five
percent draw down under POW would be the same as the anounts
going into the fund due to the effect of conpounded earnings,

mtigated by a five percent draw He explained that,
eventually, the five percent annual draw would be greater than
the amount of gas revenues received by the state. He opi ned

that if the state did save and invest its gas revenues, it would
provide the state a true long-term endowrent fund whereby our
natural resources will have been converted into an ever-grow ng
nonetary resource.

7:45: 33 AM

REPRESENTATI VE ROSES asked whether HIR 1 was possibly in
conflict with HIR 5 since HIR 5 proposes to place all mnera

revenues in a restricted savings account. He relayed his
understanding that HIJIR 5 proposes to set up a spending account
based on the five year average of mneral revenues. He

expressed concern that the only revenues available to be
considered as part of the five-year average would be the "five
percent POW." Therefore, if the proposals in HHR 1 and HIR 5
were both in place, all mneral revenues, mnus those from gas,
woul d go into the Bal anced Budget Account proposed in HIR 5. He
suggested that only five percent of the gas revenues would be
available to determine the five year average if both proposals
were adopt ed. He suggested that the commttee carefully
consi der these two proposals to determ ne whether they should be
conbined in sone way, or considered separately.

7:47:50 AM

CHAI R HAWKER noted that HIR 5 was designed to mtigate spending
in a time of high oil prices. He opined that approach has a
great deal of nerit, and that the public and sone nenbers of the
| egi sl ature desire sone type of spending limts. He opined that
when a non-renewable resource is severed, it is gone forever
absent efforts to preserve its nonetary benefits for future use.

REPRESENTATI VE RCSES said that HIR 5 proposes a forced savings
account with significant spending restrictions. He expressed
his approval that HIJR 1 does not propose to place funds in the
Constitutional Budget Reserve (CBRF) or into the pernmanent fund
di vi dend account. As oil prices continue to decline, at what
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poi nt does the declination of oil revenues equal or exceed five
percent of the market value, he queried. At that point, noney

would still be comng in, but at a lesser rate, he predicted

If the decrease in oil revenues exceeds the increase in gas
revenues, the state would have even |ess revenue available, he
suggest ed. He noted that it will turn around "when it gets to

t he huge nunbers,” but up to that point there is a fairly |leve
fundi ng stream

CHAI R HAWKER suggested that the state currently does not have a
plan to get it through the "bridge period" between now and a gas
pi pel i ne. He explained that HIR 1 is intended to provide a
mechani smto use revenues received from "natural gas produced on

the North Slope,” to establish an endowrent fund. He
volunteered that there will be some gas liquids in any gas
stream and said he has an anendnent that will propose to exclude

revenues from gas liquids that are intended for punp station
utility use, or are incident to oil transported in the Trans-
Al aska Pipeline System (TAPS). The aforenentioned liquids are
"de mnins," however, the GREF proposed by HIR 1 would include
gas liquids that may be part of the planned gas pipeline.

REPRESENTATI VE SEATON clarified that the GREF would include gas
liquids delivered via gas pipeline, but not gas |iquids
delivered through TAPS. He asked about the inclusion of
production from Poi nt Thonpson.

CHAIR HAWKER i ndi cated that Point Thonpson production would be
included as one of the carbon nolecules classified as C1
t hr ough 8.

7:58:31 AM

CHAI R HAWKER explained that HIR 1 is drafted so as to intercept
all revenues related to gas for placenent in the GREF instead of
into the permanent fund. He explained that HIR 1 creates a
stand al one account that does not affect the CBRF at all.

REPRESENTATI VE CI SSNA opined that long term investnents tend to
offer nmore rewards, and asked if the nechanismin HIR 1 supports
stabl e i nvestnent returns.

8:02: 26 AM
CHAIR HAWKER agreed that capital markets support a higher rate

of return for Jlong term investnents than for short term
i nvestments. He noted that the permanent fund nmanages for the
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long term but nust also take into account the need to build up
cash to pay dividends and yearly managenent expenses.

REPRESENTATI VE W LSON asked about the operating expenses for the
GREF.

CHAI R HAVWKER rem nded the commttee the state will not receive
any gas pipeline revenues for quite sone tine, if ever, but that
there still needs to be a way to neet the state's future
fi nanci al needs. Under the approach of HIR 1, there would be a
slow ranmp up of the account as it would appropriate only 5
percent of its revenues annually. Under this approach, it would
take alnost 18 years before the outgoing five percent would
exceed the anount going into the fund, he said.

REPRESENTATI VE W LSON asked whether there needs to be sone
met hod to bridge the revenue gap between now and a gas pipeline.

CHAI R HAWKER agreed that figuring out how to fund the state's
needs in times of low revenues wll be difficult, and my
eventual ly require use of the permanent fund earnings.

8:08: 54 AM

REPRESENTATI VE FAIRCLOUGH set forth that setting up a new
account may not be supported by the public due to perceptions
that "it looks like a grab" of future funds. She offered that
the permanent fund should be set up to use the POW approach as

that is good business practice and will provide "the bridge" for
future revenue deficits. She noted that HIR 5 offers a spending
cap, which she opined would find nore public support. She

suggested re-visiting the POW approach to nanaging the
permanent fund as a way to acconplish the goal of anending the
constitution to afford a long-term revenue solution for the
state.

CHAIR HAWKER asked for clarification as to how placenent of
funds into a state account can "be a grab."

REPRESENTATI VE FAI RCLOUGH responded that the public my feel
like the state is trying to take all the resource revenues,
instead of sharing it as it does under the permanent fund
structure. She said that the public receives a direct benefit
from growh of the permanent fund. She opined that the public
may see it "as a limting structure” on the growmh of the annua
per manent fund divi dend. She acknow edged that the state does
face a fiscal crisis, and nust either nanage its resources
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differently or look to additional revenue sources. However, she
opined that the public my not "believe we are at that point
yet," and therefore may not support a separate fund that they
perceive will reduce growh of the permanent fund divi dend.

CHAIR HAWKER advocated that the public in general has a good
grasp of fiscal issues.

8: 15: 08 AM

REPRESENTATI VE ROSES remnded the commttee that future oi
production is estimated to decline anywhere from9 to 12 percent
annual | y. He expressed concern about retaining sone fund
liquidity so as to have adequate revenues available to fund
state needs in light of a possible significant decline in oi
revenues.

8:18:24 AM

REPRESENTATI VE SEATON opined that HIR 5 does not inpose a
spending cap but a nethod to |evel revenue. He rem nded the
commttee that the House previously voted two-thirds in favor of
a POW approach for managenent of the pernmanent fund and opined
that there was no adverse political fallout from that decision

He predicted that the permanent fund wll have to go to POW for
sustainability and it may be nore |logical to have one fund.

8:21: 58 AM

CHAIR HAWKER rem nded the commttee that the |egislature can
spend 100 percent of the permanent fund earnings at present
because those funds are unrestricted. He enphasized that the
poi nt of endowrent accounting is to not over-spend earnings, but
to make certain they are re-capitalized at a sustainable growth
rate.

REPRESENTATI VE FAI RCLOUGH pointed out that she recognizes the
need for a discussion regarding the permanent fund and the
possibility of adjustnments as to how the permanent fund is
managed.

REPRESENTATI VE W LSON explained her education efforts wth
regard to the POW approach and opined that the citizens are
willing to take steps to solve fiscal problens once they realize
the extent of the fiscal issues facing the state.
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REPRESENTATI VE ROSES asked for nore information as to how this
approach, which would divert revenue into the GREF, wll not
al so result in spending cuts.

CHAI R HAWKER characterized the approach as offering a "supply
side spending limt."

REPRESENTATI VE SEATON offered his belief that this approach is
to establish that a particular source of revenue is not
avai l able for spending, which he opined is not the sane as a
spendi ng cap. He offered that it does not restrict the ability
of the state to increase revenues through taxes or bonds,
therefore it is not a spending cap.

REPRESENTATI VE ROSES defined it as a spending cap based on
current nmethod of revenue but not a spending cap if the state is
wlling to consider new revenue sources.

REPRESENTATI VE GRUENBERG rem nded the conmttee of past efforts
to develop solutions to the fiscal issues facing the state. He
expressed support for a neaningful integrated approach to the
i ssue of long-range planning as it is the nost inportant issue
facing the state.

8:34:40 AM

CHAIR HAWKER noted that there are significant differences of
opinion on the specific approaches put forth to solve fiscal
i ssues, which can make it difficult to agree on only one
appr oach. He rem nded the commttee that resolutions cannot be
vetoed by the governor and enphasized that efforts need to be
made to "agree where we can agree" so as to establish
phi | osophi cal objectives.

8:37:48 AM

REPRESENTATI VE GRUENBERG vol unteered that the approach proposed
in HIR 1 could help to alleviate a nunber of problens. He
suggested that there are nmany approaches to consider when
designing a | ong-term approach to fiscal issues.

REPRESENTATI VE SEATON nentioned that further consideration of
HIR 1 could be in conjunction with the fiscal plan proposed by
HB 125.

REPRESENTATI VE FAI RCLOUGH referred to the successful investnent
approach of Rasnmuson Foundation and the Foraker Goup and
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suggested that these groups could provide some guidance to the
st at e.

REPRESENTATI VE W LSON poi nted out that there can be a great deal
of enotion surrounding any di scussion of the permanent fund.

8:48: 24 AM

CHAI R HAWKER suggested that public interest in fiscal 1issues
vari es depending on the extent of the state's financial problens
and opined that these discussions have matured over the years to
allow for a fuller discussion of options.

REPRESENTATIVE ROSES remnded the commttee that there is
significant experience and success in account rmanagenent
strategi es by econom sts in DOR and the pernmanent fund.

REPRESENTATI VE SEATON referred to past decisions in retirenent
issues which resulted in the under funding of the retirenent
pl ans. He addressed the need to directly address any proposed
spending cap so that noney is not restricted in one area that
has a negative long-termeffect on another area.

[HIR 1 was held in conmmttee.]
ADJ OQURNNMENT
There being no further business before the commttee, the House

Special Committee on Ways and Means neeting was adjourned at
8:54:41 AM
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